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RATES  ON  THE  NEW  YORK  MONEY  MARKET, 

1896-1906 

The  rates  at  which  loans  are  made  in  New  York  City  consti- 
tute an  excellent  barometer  of  money-market  conditions  and 
throw  light  upon  many  features  of  the  general  industrial  situation 
throughout  the  country.  Being  the  resultant  of  the  many  influ- 
ences affecting  the  supply  and  demand  of  loanable  funds,  in  their 
fluctuations  they  register  changes  in  monetary  and  banking  con- 
ditions, in  the  financial  operations  of  the  government,  in  foreign 
and  domestic  trade,  in  the  promotion  of  new  enterprises  and  the 
reorganization  of  old  ones,  and  in  the  general  progress  of  the 
industrial  affairs  of  the  country.  On  account  of  better  facilities 
for  the  adjustment  of  the  supply  of  money  to  the  demand  in  most 
European  countries,  the  rates  are  not  so  significant  in  any  other 
central  money  market  of  the  world,  with  the  possible  exception 
of  the  English.  In  Paris  they  are  very  stable,  and  the  ups  and 
downs  of  industrial  affairs  are  better  indicated  by  the  fluctua- 
tions in  the  reserves  and  the  issues  of  the  Bank  of  France.  In 
Berlin,  and  even  in  London,  rates  change  much  less  frequently 
than  in  New  York,  and  many  of  the  influences  which  cause  them 
to  fluctuate  there  would  be  indicated  in  these  cities  by  changes  in 
some  of  the  items  in  the  balance  sheets  of  the  Imperial  Bank  and 
the  Bank  of  England. 

The  purpose  of  the  study,  the  chief  results  of  which  are  pre- 
sented in  this  article,  has  been  to  reveal  the  fluctuations  to  which 
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market  rates  in  New  York  City  are  normally  subject,  to  discover 
the  chief  influences  which  are  responsible  for  these  fluctuations, 
and  to  estimate  their  relative  importance.  The  period  1896  to 
1906  was  selected  for  investigation  partly  because  it  includes  our 
most  recent  experiences  and  partly  because  it  exhibits  as  well  as, 
if  not  better  than,  any  other  period  the  normal  workings  of  our 
financial  system. 

The  published  rates  on  money  loaned  on  the  New  York 
market  include  two  sets  of  quotations  under  the  head  “Call 
Loans,”  namely,  call  loans  at  the  stock  exchange  and  at  banks 
and  trust  companies;  seven  under  the  head  “Time  Loans,” 
namely,  30-,  60-,  and  90-day,  and  4-,  5-,  6-,  and  7-months;  and 
three  under  the  head  “Commercial  Paper,”  namely,  double  name, 
choice  60-  to  90-days,  and  two  varieties  of  single  name,  prime 
4-  to  6-months,  and  good  4-  to  6-months.  In  the  weekly  sum- 
maries contained  in  the  Commercial  and  Financial  Chronicle  the 
minimum  and  maximum  quotations  for  each  class  of  loans  are 
given,  and,  in  the  case  of  call  loans  at  the  stock  exchange,  the 
weekly  average  in  addition.  A comparison  of  these  quotations 
reveals  some  interesting  facts. 

The  call-loan  rate  at  the  stock  exchange  differs  from  that 
charged  at  the  same  time  at  banks  and  trust  companies,  both  in 
magnitude  and  range.  During  the  last  eleven  years  its  minimum 
has  ordinarily  been  below  that  at  banks  and  trust  companies  by 
amounts  varying  from  per  cent,  to  6 per  cent.,  but  most  fre- 
quently by  per  cent.  During  72  weeks  of  the  period  the  mini- 
mum quotations  at  both  places  were  identical.  The  average  rate 
at  the  stock  exchange  during  the  same  period  was  above  the  mini- 
mum at  banks  and  trust  companies  by  amounts  varying  from 
per  cent,  to  34  per  cent.,  but  most  frequently  by  1 per  cent.  These 
two  quotations  were  identical  during  138  of  the  572  weeks  under 
investigation.  The  range  of  rates  at  the  stock  exchange  is  much 
greater  than  at  banks  and  trust  companies,  being  most  frequently 
between  1 per  cent,  and  2j4  per  cent.,  while  at  banks  and  trust 
companies  it  was  zero  during  339  of  the  572  weeks  of  the  period, 
and  less  than  1 per  cent,  during  470  weeks.  In  spite  of  these 
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differences,  however,  the  fluctuations  of  the  rates  at  both  places 
are  in  general  the  same,  those  at  banks  and  trust  companies 
changing  less  frequently  and  within  a narrower  range,  but  never- 
theless following  faithfully  all  the  more  important  movements  of 
the  stock-exchange  rate. 

The  five  varieties  of  time  loans  quoted  regularly  1 also  often 
differ  from  each  other  in  magnitude  and  range.  A comparison 
of  the  minimum  quotations  for  the  last  eleven  years  reveals  the 
general  rule  that  the  rate  tends  to  rise  as  the  length  of  the  loan 
increases,  but  to  this  rule  there  are  many  exceptions.  For 
example,  in  126  weeks  of  the  period  the  minimum  rates  were 
identical  for  all  classes  of  time  loans.  The  90-day  and  60-day 
minimum  rates  were  identical  in  308  weeks,  the  4-months  and 
90-day  in  320  weeks,  the  5-months  and  4-months  in  374  weeks, 
the  6-months  and  5-months  in  501  weeks. 

The  difference  between  these  quotations  rarely  exceeds  J4 
per  cent.,  and  the  general  rule  seems  to  be  that  the  influence  of 
time  in  raising  the  rate  grows  less  as  the  length  of  the  loan 
increases.  For  example,  there  is  apt  to  be  a greater  difference 
between  the  quotations  of  60-  and  90-day  paper  than  between 
90-day  and  4-months.  Likewise,  there  is  a greater  difference 
between  90-day  and  4-months  than  between  4-months  and  5- 
months  paper. 

The  range  of  time  loans  is  much  less  than  that  of  call  loans, 
being  rarely  above  J4  per  cent,  in  a given  week,  and  on  all  classes 
being  zero  during  the  great  majority  of  the  572  weeks  investi- 
gated. The  tendency  for  the  rate  to  vary  during  the 
week  grows  stronger  as  the  period  of  the  loan  increases. 
In  the  case  of  60-day  loans,  for  example,  there  were  variations 
in  only  162  of  the  572  weeks,  while  in  that  of  90-day  loans  there 
were  variations  in  190  weeks,  and  in  that  of  4-months  loans,  in 
238  weeks. 

During  the  greater  part  of  the  last  eleven  years  the  rates  on 
all  classes  of  time  loans  have  averaged  higher  than  those  on  call 

1 Sixty  and  90-day  and  4-,  5-,  and  6-months.  Thirty-day  and  7-months 
paper  is  frequently,  but  not  always  quoted,  and  it  was  therefore  omitted  from  the 
calculation. 
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loans.  This  was  true  of  the  annual  averages2  of  these  rates  for 
seven  of  the  eleven  years  and  of  the  monthly  averages  for  86  of 
the  132  months  of  the  period.  The  exceptions  to  this  rul£,  how- 
ever, are  important,  and  to  their  significance  I shall  refer  a little 
later. 

A comparison  of  the  quotations  on  commercial  paper  reveals 
the  same  kind  of  differences  that  are  noted  in  the  case  of  call  and 


TABLE  1 


Date 

Call 

Loans 

Time  Loans 

At  St.  Exch. 

At  Banks  & 
Tr.  Cos. 

60  days 

90  Days 

4 mos. 

5 mos. 

6 mos. 

per  cent. 

per  cent. 

per  cent. 

per  cent. 

per  cent. 

per  cent. 

per  cent. 

1896  to  1900. . . 

3- 2 

2.9 

3-6 

3-8 

3-9 

4.0 

4.1 

1901  to  1906.  . . 

4.2 

3-3 

4.4 

4.4 

4-5 

4-5 

4.6 

Date 

Commercial  Paper 

Dbl.  Name 
Choice  60  to 
90  day 

Single  Name 
Prime  4 to  6 
mos. 

Single  Name 
Good  4 to  6 mos. 

1896  to  1900.  . . 

per  cent. 

4.1 

per  cent. 

4.4 

per  cent. 

S-2 

1901  to  1906.  . . 

4-7 

4-8 

5-4 

time  loans.  The  minimum  rate  on  double-name  paper  is  usually 
below  that  on  single-name,  but  during  254  of  the  572  weeks  of 
the  period  it  was  identical  with  that  on  prime  single-name  paper. 
The  difference,  when  one  exists,  is  usually  J4  Per  cent-  The 
range  for  single-name  paper  is  usually  greater  than  for  double- 

3 With  the  single  exception  of  the  call  rate  at  the  stock  exchange,  all 
annual  and  monthly  rate  averages  referred  to  in  this  article  have  been  computed 
from  the  minimum  weekly  quotations  summarized  for  each  year  in  the  Financial 
Review  published  by  the  William  B.  Dana  Company.  In  comparisons  of  rate 
movements,  averages  computed  from  the  maximum  weekly  quotations  would  have 
given  practically  identical  results,  the  range  in  the  case  of  the  different  rates 
differing  very  little  in  magnitude.  In  the  case  of  the  call  rate  at  the  stock 
exchange  the  monthly  and  annual  averages  are  based  upon  the  average  weekly 
rates  quoted  in  the  Financial  Review.  After  careful  comparisons  with  both  the 
minimum  and  maximum  rates  at  the  stock  exchange  and  at  banks  and  trust 
companies,  this  quotation  appeared  to  be  the  best  representative  of  this  group 
of  rates. 
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name  and  the  fluctuations  are  more  frequent.  As  compared  with 
the  rates  on  time  loans,  running  for  the  same  period,  that  on 
commercial  paper,  as  a rule,  averages  higher.  The  exceptions  to 
this  rule  correspond  in  time  to  those  mentioned  above  in  which 
the  call-loan  rate  averaged  above  that  on  60-day  time. 

The  general  trend  of  all  classes  of  rates  throughout  the  period 
has  been  upward.  This  is  clearly  shown  by  reference  to  Table  I, 
in  which  are  indicated  the  average  of  the  rates  for  each  class  of 
loans  for  the  periods  1896  to  1900  and  1901  to  1906. 


CHART  1 

Annual  Averages  of  Typical  Rates  for  the  Period  1896-1906 


A=  Commercial  paper,  6o-day. 
B=  60-day  time. 

C=  Call  loan  at  Stock  Exchange. 


The  above  diagram,  on  which  are  represented  the  annual 
averages  of  typical  rates  in  each  class,  shows  that  the  upward 
trend  of  call  and  time  loans  was  interrupted  in  1897,  1900,  1903, 3 
and  1904,  and  that  of  commercial  paper  in  1897  and  1904. 

From  the  point  of  view  of  money  rates,  1906  was  the  most 
peculiar  year  of  the  eleven  investigated.  The  annual  average  for 
call  loans  was  the  highest  of  any  year.  The  same  thing  was  true 

8 In  1903  the  rate  on  6-months  time  loans  did  not  fall  with  the  other  rates 
of  its  class. 
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of  all  the  time  loans,  except  the  6-months,  which  was  exceeded 
only  in  the  year  1896.  The  average  rate  on  commercial  paper  in 
1906  was  exceeded  only  by  the  averages  of  1896  and  1903. 

A comparison  of  the  monthly  averages  shows  those  for  1906 
to  be  the  highest  of  the  eleven  years  in  January,  February,  April, 
May,  August,  and  September.  The  March  average  for  1906  was 
exceeded  only  by  that  of  1899,  the  June  average  only  by  those  of 
1899  and  1901,  the  July  average  only  by  those  of  1902  and  1903, 
the  October  average  only  by  those  of  1896,  1899,  and  1902,  the 
November  average  only  by  that  of  1896,  and  the  December  aver- 
age only  by  those  of  1899  and  I9°5-  Substantially  the  same 
results  are  shown  by  a comparison  of  the  monthly  averages  for 
60-day  time  loans.  The  year  1906  had  the  highest  average  for 
this  class  of  paper  in  the  months  of  April,  September,  November, 
and  December.  The  January,  February,  August,  and  October 
averages  of  1906  were  exceeded  only  by  those  of  1896;  the  May, 
June,  and  July  averages  only  by  those  of  1902,  and  the  March 
average  only  by  that  of  1903. 

A study  of  the  range  of  fluctuations  of  the  call-loan  rate  at 
the  stock  exchange  also  marks  1906  as  a banner  year.  In  only 
16  weeks  was  the  range  2j4  per  cent,  or  less,  while  in  every  other 
year  of  the  period  it  was  below  this  point  during  from  21  to  51 
weeks.  The  range  was  above  2^2  per  cent,  in  1906  in  36  weeks, 
above  5 per  cent,  in  21  weeks,  and  above  10  per  cent,  in  10  weeks. 
No  other  year  in  the  period  under  consideration  can  approach 
this  record. 

A study  of  the  monthly,  as  distinguished  from  the  annual, 
averages  clearly  reveals  certain  seasonal  fluctuations.  These  are 
indicated  on  Chart  II,  following,  which  represents  the  rates  for 
each  month  averaged  for  the  entire  eleven  years. 

It  will  be  observed  that  for  all  the  rates  these  eleven-year 
averages  indicate  a decline  at  the  beginning  of  the  year,  a rise  in 
the  spring,  another  decline  in  the  early  summer  and  a heavy  rise 
in  the  late  summer  and  early  fall.  With  the  exception  of  the  call 
rate,  which  rose  steadily  from  September  to  the  end  of  the  year, 
they  also  indicate  a reaction  from  the  fall  rise  in  October  and 
November,  followed  by  a sharp  rise  in  December,  in  the  case  of 
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the  time  rates,  and  by  a still  further  decline  in  the  case  of  the 
commercial-paper  rates. 

A more  detailed  study  of  each  year  confirms  the  regularity 
of  these  seasonal  fluctuations.  For  example,  with  the  exception 
of  1899, 4 the  rate  averages  fell  in  January  and  February  of 

each  year;  To  the  rule  of  a spring  rise  there  were  exceptions  only 
in  1896  and  1904.  The  fall  in  rate  averages  in  the  early  summer 

CHART  II 

Monthly  Averages  of  Typical  Rates  for  the  Period  1896-1906 


A=  Commercial  paper,  double  name  6o-day. 
B = 60-day  time. 

C=  Call  loan. 


occurred  regularly  each  year.  As  a rule,  it  continued  through 
May  and  June,  but  in  1901  and  1902  the  spring  rise  in  all  the 
rates  continued  into  May,  so  that  the  June  average  alone  showed 
a fall,  and  the  same  thing  happened  to  the  call  and  time  rates  in 
1904  and  to  the  commercial-paper  rate  in  1899.  In  1903,  in  the 
case  of  all  the  rates,  the  fall  continued  through  May  only,  the 
June  average  being  higher,  and  in  1905  the  same  was  true  of 
the  call  and  time  rates. 

4 In  1899  the  call-rate  average  rose  in  January  and  fell  in  February,  and  the 
time  and  commercial-paper  rate  averages  fell  in  January  and  rose  in  February. 
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Regarding  the  upward  movement  in  the  late  summer  and 
early  fall  the  monthly  averages  indicate  some  irregularities. 
Ordinarily  it  began  in  July  and  continued  through  September. 
Sometimes,  however,  as  in  1897,  1900,  1904,  1905,  and  1906, 
the  early  summer  decline  continued  into  July,  making  the  aver- 
age for  that  month,  in  the  case  of  some  or  all  of  the  rates,  lower 
than  in  June.  In  August  the  call  and  time  rates  (one  or  both) 
fell  in  1899,  1901,  1902,  1903,  1904,  and  1905.  For  all  the  rates 
the  upward  movement  continued  through  October  in  1900  and 
1904,  and  to  the  end  of  the  year  in  1899  and  1905.  The  call  and 
time  rates  continued  to  rise  throughout  October  in  1896  and  to 
the  end  of  the  year  in  1904. 

The  movements  of  rates  during  the  last  quarter  of  the  year 
do  not  exhibit  the  same  degree  of  uniformity  and  regularity  as 
in  the  other  seasons.  A reaction  from  the  high  rates  of  the 
autumn  was  the  rule.5  However,  the  averages  of  none  of  the 
rates  fell  in  the  last  quarter  of  1899  or  of  1905,  and  neither  the 
call-  nor  the  time-rate  averages  fell  in  the  last  quarter  of  1903 
or  of  1904.  The  average  call  rate  also  rose  steadily  from  August 
to  December  of  1900.  The  time  within  the  quarter  at  which 
this  reaction  takes  place  is  not  the  same  in  the  different  years 
and  varies  considerably  between  the  different  rates  in  the  same 
year.  Most  frequently  it  happened  in  October,  but  often  in 
November.6  In  1896  the  averages  of  all  the  rates  fell  in  Novem- 
ber and  December,  the  decline  continuing  through  February  of 
the  following  year.  A rise  in  December  occurred  in  the  average 
of  the  call  rate  each  year  except  1896,  and  in  that  of  the  time 
rates  each  year  except  1896  and  1903.  The  commercial-paper 
rate  average  rose  in  December  only  in  the  years  1890,  1902, 
1904,  and  1905. 

In  the  investigation  of  the  causes  of  the  fluctuations  of  rates, 

6 It  occurred  in  eight  of  the  eleven  years  in  the  call  and  time  rates  and  in 
nine  of  the  eleven  years  in  the  commercial-paper  rate. 

6 The  call-rate  average  fell  in  October  in  1898,  1901,  1902,  and  1906,  and  in 
November  in  1896,  1897,  and  1902 ; the  time-rate  averages  fell  in  October  in 
1898,  1901,  1902,  and  1906,  and  in  November  in  1896,  1897,  and  1900;  the  com- 
mercial-paper rate  average  fell  in  October  in  1897,  1901,  1903,  and  1906,  and  in 
November  in  1896,  1897,  1900,  1902,  and  1904. 
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and  the  influence  they  exert  upon  each  other,  the  average  call- 
loan  rate  at  the  stock  exchange,  the  minimum  rate  on  60-day  time 
loans,  and  that  on  double-name  60-  to  90-day  commercial  paper 
have  been  selected  as  typical  each  of  its  class.  A detailed  com- 
parison by  means  of  charts  indicates  that  the  fluctuations  of  the 
other  rates  in  each  class  are  almost  identical  with  these,  and  that 
the  conclusions  to  be  drawn  from  a study  of  these  three  will 
apply  equally  well  to  the  others. 

In  all  their  principal  and  in  most  of  their  minor  fluctuations 
these  three  rates  move  together.7  In  degree  of  change  the  call- 
loan  rate  was  decidedly  the  champion,  the  60-day  time  rate,  as  a 
rule,  occupying  second,  and  the  commercial-paper  rate  third 
place.  The  cases  in  which  these  statements  do  not  hold  true  are 
decidedly  exceptional.  These  facts  point  clearly  to  influences 
common  to  all  the  rates  as  the  chief  causes  of  their  fluctuations. 
Before  considering  these,  however,  some  evidence  should  be 
noted  indicative  of  the  influence  of  the  call-loan  rate  upon  the 
others. 

The  reader’s  attention  has  already  been  called  to  the  fact  that 
while,  as  a rule,  the  call-loan  rate  averaged  the  lowest,  and  the 
commercial-paper  rate  the  highest  of  the  three,  many  times  dur- 
ing the  last  eleven  years  this  order  was  exactly  reversed.  For 
the  years  1899,  I9Q2>  and  1906  the  annual  average  of  the  call- 
loan  rate  was  the  highest  and  that  of  commercial  paper  the  low- 
est of  the  three.  The  same  was  true  of  the  monthly  averages 

7 The  monthly  averages  of  all  three  rates  moved  up  and  down  together  except 
during  32  months  of  the  period,  not  counting  the  months,  of  which  there  were 
20,  in  which  some  one  of  the  rates  did  not  exhibit  any  change.  These  months 
were  distributed  throughout  the  period  as  follows : 


Months  in  Which  Rates  Did  Not  Move 
Together 

Total 

Months  in  Which  the  Average  of  Some 
One  of  the  Rates  Remained  Unchanged 

Total 

Grand 

Total 

1896  April.  • • 

I 

October 

I 

2 

1897  April  July  Ortobe^ 

2 

May,  June,  Aug.,  Nov.,  Dec 

5 

8 

1898  Septt  Oct-  Nov*,  Dec 

O 

A 

July,  August 

2 

6 

1899  Jan  Feb  M3<y  Aug  . 

■ 

0 

4 

1900  July  Aug  Nov.  Dec.. 

June 

c 

TQOT  Mf’rch  _A,,£11S*'  Nnvem)ipr. 

4 

“2 

0 

3 

1902  August  November 

O 

2 

March,  April 

2 

A 

1903  Aug.  Sept.  Oct.,  Dec  . . 

4 

April 

1 

5 

lVffly  August  Nnvpmher 

3 

February,  March,  July 

3 

6 

1905  April  June,  July.  . . 

3 

February,  May,  August 

3 

6 

1906  July  . 

November,  December 

2 

3 

32 

20 

52 
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for  27  of  the  132  months  of  the  period.  The  explanation  of 
these  exceptional  cases  is  to  be  found  apparently  in  the  antics  of 
the  call-loan  rate  at  the  stock  exchange.  When  that  rate  took  a 
sudden  jump  it  usually  carried  the  other  rates  with  it,  but  ordi- 
narily it  carried  the  time  rates  farther  than  and  above  the  com- 
mercial-paper rate.8 

The  causes  of  the  rate  fluctuations  which  have  been  noted 
must  be  sought  chiefly  in  the  influences  which  have  affected  the 
relations  between  the  supply  of  and  the  demand  for  loanable 
funds  on  the  New  York  market.  The  best  available  key  to  these 
influences  is  the  surplus  reserves  9 of  the  Associated  Banks.  They 
are  the  nearest  approximate  measure  of  the  amount  of  the  loan 
fund  at  any  given  time,  and  their  average  weekly  amounts  are 
available  for  the  entire  period  under  consideration. 

Both  the  total  money  holdings  of  the  banks  and  the  surplus 
reserves  performed  four  major  and  several  minor  fluctuations 
each  year  during  the  period  under  discussion.  They  regularly 
decreased  from  the  beginning  of  February  to  the  end  of  the  first 
week  in  April;  increased  from  that  date  to  the  end  of  July; 
decreased  again  to  the  end  of  the  first  week  in  November,  and 
then  increased  to  the  end  of  January.  Among  the  minor  move- 
ments the  most  important  were:  an  increase  in  the  month  of 
October;  a fall  in  December;  and  downward  movements  during 
the  early  parts  of  the  summer  months.  These  latter  were  some- 

typical  instances  of  this  sort  may  be  found  in  October,  1896,  when  the 
average  rate  on  call  loans  was  9.8  per  cent.,  as  compared  with  5.6  per  cent,  in 
September;  in  September,  1898,  when  the  rate  had  risen  from  an  average  of 
1.5  per  cent,  in  August  to  3.4  per  cent,  in  September;  in  December,  1900,  when 
the  average  call-loan  rate  was  5.1  per  cent,  as  compared  with  4.9  per  cent,  in 
November;  and  indeed  in  each  of  the  27  months  except  2,  January,  1902,  and 
January,  1906.  In  both  of  these  cases  the  call-loan  rate  was  falling  from  a pre- 
viously high  level,  but  had  not  gone  far  enough  to  carry  the  60-day  rate  below 
that  on  commercial  paper.  These  two  instances,  therefore,  do  not  constitute  real 
exceptions  to  the  rule. 

8 Notwithstanding  the  magnitude  of  the  loans  of  trust  companies,  banks 
which  do  not  belong  to  the  Clearing-House  Association,  great  corporations  and 
private  persons,  the  Associated  Banks  still  hold  the  bulk  of  the  banking  reserves 
of  New  York  City.  Since  the  surplus  reserves  are  the  amount  of  their  total 
money  holdings  in  excess  of  the  legal  minimum  (25  per  cent,  of  deposits),  multi- 
plied by  four  they  measure  the  amount  of  the  loan  fund  of  these  banks. 
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times  great  enough  approximately  to  offset  the  effects  of  the 
normal  summer  rise,  the  line  on  the  chart  during  these  years 
waving  up  and  down  without  much  if  any  tendency  to  rise.  Many 
other  fluctuations  occurred,  but  they  do  not  exhibit  any  marked 
degree  of  regularity. 

Considering  the  movement  of  the  surplus  reserves  through- 
out the  entire  period,  a marked  tendency  to  decrease  in  magni- 
tude is  observable.  This  is  evident  from  Chart  III,  following, 
on  which  the  annual  averages  are  graphically  represented. 

CHART  III 

Annual  Averages  of  Surplus  Reserves  for  Period  1896-1906 

gJs 
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A comparison  of  these  fluctuations  with  those  of  the  rates 
described  on  pp.  278-9  reveals  a remarkable  harmony  in  both 
their  major  and  minor  movements.  The  trend  of  rates  has  been 
decidedly  upward  in  February  and  March,  downward  during  the 
summer  months,  upward  again  in  the  fall,  and  downward  in  the 
winter  months.  They  have  fallen  quite  regularly  in  October  and 
risen  in  December.  The  rule  clearly  is  that  they  rise  when  the 
surplus  reserves  fall  and  vice  versa.  To  this  rule  the  annual 
averages,  represented  on  the  accompanying  Chart  IV,  reveal  one 
exception  each  in  the  cases  of  the  call  and  the  60-day  time  rates, 
namely  in  1900,  and  three  in  the  case  of  the  commercial-paper 
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rate,  namely  in  1899,  1901,  and  1903  respectively.  The  monthly 
averages  show  a larger  percentage  of  exceptions  to  the  rule,  and 
the  weekly  averages  a still  larger.  The  figures  for  the  monthly 
averages  are:  for  the  call  rate  37,  for  the  60-day  time  rate  38, 


CHART  IV 


Annual  Averages  of  Surplus  Reserves  and  Typical  Rates  for 
Period  1896-1906 
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A=  Surplus  reserves. 

B= Commercial  paper  6o-day. 

C=  60-day  time. 

D=Call  loans  at  Stock  Exchange. 


and  for  the  commercial-paper  rate  45,  out  of  a total  of  132 
months,  or  percentages  respectively  of  28,  28.8,  and  34.  For  the 
weekly  averages  the  percentages  are  respectively  33.2,  40.6,  and 
42.5.  For  all  the  rates  the  percentage  of  exceptions  is  lowest  in 
the  month  of  January.10 

10  It  should  be  noted  that  these  exceptions  occur,  as  a rule,  in  the  minor 
rather  than  the  major  fluctuations  of  both  the  rates  and  the  surplus  reserves. 
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An  analysis  of  the  causes  of  the  movements  of  the  surplus 
reserves  is  the  next  step  needed  for  the  revelation  of  the  influ- 
ences which  cause  fluctuations  in  rates.  Among  these,  the  chief 
is  the  magnitude  of  the  total  money  holdings  of  the  banks.  This 
is  evident  from  the  fact  that  the  direction  of  the  fluctuations  of 
the  surplus  and  the  total  reserves,  as  revealed  by  their  weekly 


CHART  V 

Monthly  Averages  of  Total  and  Surplus  Reserves  for 
Period  1896-1906 


A= Total  reserves. 

B = Surplus  reserves. 


averages,  was  identical  in  466  of  the  571  weeks  of  the  period; 
as  revealed  by  their  monthly  averages,  in  114  of  the  132  months 
of  the  period,11  and  as  revealed  by  the  monthly  averages  through- 
out the  period,  in  seven  of  the  twelve  months,  namely,  in  all 
except  February,  April,  July,  August,  and  December.  (See 
Chart  V.) 

They  show  the  presence  of  influences  other  than  the  money  holdings  of  the 
banks.  The  fact  that  they  tend  to  disappear  in  the  averages  for  long  periods 
indicates  the  fundamental  character  of  the  surplus  reserves  as  a rate-determining 
force. 

11  The  exceptional  months  were:  July,  August,  December,  1897;  November, 
1898;  February,  April,  May,  June,  July,  1901;  February,  April,  1903;  December, 
1904;  February,  April,  October,  1905;  February,  September,  December,  1906. 
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The  causes  of  fluctuations  in  the  total  money  holdings  of  the 
Associated  Banks  are  the  movements  of  currency  to  and  from 
the  interior,  to  and  from  local  territory,  the  operations  of  our 
independent  treasury  system,  and  imports  and  exports  of  gold. 
In  order  approximately  to  determine  the  relative  importance  of 
these  influences,  the  weekly  net  gains  and  losses  to  these  banks 
from  each  of  these  movements  were  calculated,  and  their  relative 
magnitudes  compared.12  The  results  are  presented  in  the  accom- 
panying Table  II.  This  indicates  that  in  their  effect  upon  the 


TABLE  II 

Comparison  of  the  Number  of  Weeks  in  Each  Year,  Each  Movement  Occupied 
First,  Second,  Third,  and  Fourth  Places  in  Influence  on  the  Reserves  *3 


First 

Second 

Third 

Fourth 

Int. 

S.Tr. 

Ext. 

G. 

Local 

Int. 

S.Tr. 

Ext. 

G. 

Local 

Int. 

S.Tr. 

Ext. 

G. 

Local 

Int. 

S.Tr. 

Ext. 

G. 

Local 

1896 

24 

II 

9 

4 

16 

16 

8 

9 

7 

13 

8 

19 

1 

7 

11 

12 

1897 

28 

14 

2 

7 

17 

17 

7 

11 

8 

14 

3 

28 

0 

5 

4 

4 

1898 

18 

15 

8 

10 

x7 

14 

8 

13 

14 

9 

8 

19 

2 

IO 

7 

8 

1899 

18 

14 

3 

17 

21 

II 

4 

IS 

11 

19 

5 

16 

2 

7 

14 

3 

1900 

23 

II 

5 

13 

15 

16 

8 

13 

11 

14 

6 

18 

3 

8 

5 

5 

1901 

22 

IO 

5 

15 

12 

16 

2 

16 

13 

i7 

7 

IO 

0 

6 

13 

5 

1902 

15 

14 

3 

20 

20 

IO 

3 

17 

13 

22 

3 

12 

1 

4 

17 

1 

1903 

24 

8 

5 

14 

15 

J7 

6 

15 

12 

18 

3 

18 

0 

8 

14 

5 

I9°4 

19 

11 

6 

17 

21 

15 

6 

II 

9 

20 

12 

12 

4 

5 

14 

13 

1905 

24 

11 

1 

16 

18 

17 

4 

12 

9 

!7 

6 

18 

1 

6 

11 

4 

1906 

18 

12 

2 

20 

i5 

18 

7 

12 

14 

13 

6 

15 

3 

6 

21 

3 

Total  .... 

233 

J3i 

49 

IS3 

187 

167 

63 

I44 

121 

176 

67 

185 

17 

72 

131 

63 

12  For  this  calculation  the  statistics  published  by  the  Commercial  and  Finan- 
cial Chronicle  were  employed.  These  statistics  are  incomplete,  and  include  insti- 
tutions which  do  not  belong  to  the  Clearing-House  Association.  It  should  also 
be  noted  that  the  Chronicle  combines  in  its  report  the  external  gold  and  the  sub- 
treasury movements,  but  it  publishes  separately  the  imports  and  exports  of 
gold  at  New  York  City.  It  was  necessary,  therefore,  from  these  data  to  calcu- 
late the  subtreasury  and  the  local  movements.  The  conclusions  based  upon  such 
imperfect  data  are,  of  course,  presented  as  tentative  only  and  subject  to  correc- 
tion in  the  light  of  more  accurate  statistics.  It  is  believed,  however,  that  the 
order  of  the  magnitudes  of  the  four  movements,  with  the  possible  exception  of  the 
local  and  subtreasury,  are  correctly  indicated. 

13  The  method  of  constructing  this  table  may  be  illustrated  by  the  following 
example:  For  the  week  ending  January  3,  1896,  the  reserves  increased  $1,500,- 
000,  the  banks  gained  $6,000,000  from  the  interior  and  $2,000,000  from  the  sub- 
treasury, and  lost  $4,000,000  to  foreign  countries  and  $2,500,000  to  local  terri- 
tory. The  interior  currency  movement  having  contributed  $6,000,000  to  the 


THE  NEW  YORK  MONEY  MARKET 


287 


reserves  of  the  Associated  Banks  the  interior  currency  movement 
was  first  in  importance,  the  movement  between  the  banks  and 
their  customers  in  New  York  City  and  its  immediate  vicinity 
second,  that  between  the  banks  and  subtreasury  third,  and  that 
between  the  banks  and  foreign  countries  fourth.  The  degree  of 
importance  of  each  of  these  movements  is  approximately  indi- 
cated by  the  figures  233,  153,  13 1,  and  49,  representing  the  num- 
ber of  weeks  respectively  each  contributed  most  toward  the 
change  in  the  magnitude  of  the  reserves.  The  pre-eminent  im- 
portance of  the  internal  currency  movement  is  still  further  empha- 
sized by  the  fact  indicated  in  the  table,  that  this  movement  also 
occupied  second  place  more  frequently  than  any  of  the  others. 
Of  the  571  weeks  covered  by  the  investigation  it  occupied  either 
first  or  second  place  during  420  weeks,  the  subtreasury  move- 
ment during  298,  the  local  movement  during  297,  and  the  exter- 
nal gold  movement  during  112. 

The  accompanying  Table  III  indicates  the  relative  importance 
of  each  of  these  movements  for  each  month  in  the  year  during 
the  period  under  discussion : It  shows  that  the  internal  currency 
movement  occupied  first  place  in  relative  importance  in  every 
month  of  the  year  except  March,  when  the  influence  of  the  sub- 
treasury was  greatest;  that  the  local  movement  was  second  in 
importance  in  every  month  except  May,  August,  and  November, 
when  the  subtreasury  movement  occupied  that  place.  The  exter- 
nal gold  movement  was  least  important  of  the  four  in  every 
month  except  May,  when  the  local  movement  occupied  that  place. 

In  degree  of  importance  the  local  and  subtreasury  move- 
ments do  not  greatly  differ.  During  the  first  three  years  of  the 
period  the  subtreasury  movement  was  the  greater  of  the  two  in 
magnitude,  and  since  that  time,  every  year  without  exception, 
the  local  movement  has  been  greater. 

^reserve  movement,  as  compared  to  $4,000,000  for  the  external  gold,  $2,500,000  for 
the  local  and  $2,000,000  for  the  subtreasury,  in  the  table  it  was  accorded  first 
place  for  that  date,  the  external  gold  movement  second,  the  local  movement 
third,  and  the  subtreasury  movement  fourth.  The  figure  “24”  opposite  the  year 
1896  in  the  first  column  means  that  the  interior  currency  movement  occupied 
first  place  in  this  sense  in  24  of  the  weeks  of  that  year. 
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TABLE  III 

Number  of  Weeks  Each  Month,  During  the  Period  1896-1906,  Each  of  the 
Currency  Movements  Mentioned  Occupied  First,  Second,  Third, 
and  Fourth  Place  in  Influence  on  the  Reserves 


Jan. 

Feb. 

Mar. 

Apr. 

May 

June 

July 

Aug. 

Sept. 

Oct. 

Nov. 

Dec. 

First — 

Interior 

37 

17 

9 

18 

20 

18 

20 

19 

21 

17 

18 

19 

Subtreasury 

0 

10 

22 

II 

II 

IO 

8 

14 

IO 

11 

13 

11 

External  Gold 

0 

1 

3 

6 

IO 

7 

2 

4 

3 

6 

4 

3 

Local 

9 

IS 

13 

13 

6 

12 

18 

12 

13 

13 

12 

i7 

Second — - 

Interior 

8 

20 

21 

16 

17 

18 

11 

17 

14 

13 

15 

17 

Subtreasury 

20 

10 

13 

16 

17 

11 

15 

17 

19 

10 

12 

17 

External  Gold ... 

5 

5 

3 

2 

13 

5 

6 

1 

3 

12 

3 

5 

Local 

14 

9 

10 

12 

II 

11 

15 

12 

11 

12 

16 

11 

Third — 

Interior 

2 

6 

13 

12 

9 

8 

15 

10 

8 

15 

11 

12 

Subtreasury 

18 

18 

9 

11 

11 

17 

IS 

12 

16 

17 

14 

16 

External  Gold 

10 

6 

3 

6 

8 

5 

2 

6 

3 

5 

7 

5 

Local 

6 

11 

18 

14 

21 

17 

13 

i7 

19 

8 

14 

15 

Fourth — 

Interior 

0 

1 

2 

1 

1 

1 

0 

1 

4 

2 

2 

2 

Subtreasury 

7 

4 

3 

4 

i7 

9 

7 

2 

1 

6 

7 

S 

External  Gold 

15 

12 

11 

11 

6 

4 

12 

12 

14 

10 

10 

14 

Local 

6 

3 

2 

6 

10 

4 

3 

6 

4 

9 

4 

6 

In  order  to  supplement  the  study  of  these  tables,  another  was 
prepared  showing  the  number  of  times  each  month  the  Associated 
Banks  gained  from  and  lost  to  the  interior,  local  territory,  the 
subtreasury,  and  foreign  countries.  This  table  shows  that,  as  a 
rule,  the  Associated  Banks  gained  from  the  interior  from  January 
to  August  and  in  November  and  December,  and  lost  to  it  in  Sep- 
tember and  October.  They  gained  from  local  territory  in  Janu- 
ary, April,  and  October,  and  lost  to  it  in  the  other  months,  the 
greatest  relative  number  of  weeks  of  gain  being  in  January  and 
October,  and  of  loss  in  February,  March,  and  November.  As  a 
rule,  the  banks  gained  from  the  subtreasury  in  January  and  lost 
to  it  in  February,  March,  September,  and  December.  In  the 
other  months  of  the  year,  the  number  of  weeks  in  which  there 
were  gains  and  losses  more  nearly  approximated  equality,  there 
being  gains  in  a majority  of  the  weeks  of  April  and  October,  and 
losses  in  a majority  of  the  weeks  of  May,  June,  July,  August, 
and  November.  The  external  gold  movement  was  most  impor- 
tant in  its  influence  in  May,  June,  and  October.  The  banks  gained 
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from  this  source  in  a majority  of  the  weeks  of  August,  Septem- 
ber, October,  and  November,  and  lost  in  a majority  of  the  weeks 
of  the  other  months  of  the  year.  The  difference  between  the 
number  of  weeks  in  which  there  were  gains  and  that  in  which 
there  were  losses  was  largest  in  the  months  of  January,  Septem- 
ber, October,  May,  June,  and  July. 

With  reference  to  the  major  movements  of  the  reserves, 
described  on  pp.  282-85  our  analysis  shows  that  the  spring  decline 
has  been  generally  due  to  losses  to  the  New  York  subtreasury 
and  to  local  territory,  and  the  others  to  interior  currency  move- 
ments. The  break  in  the  autumn  decline  in  October  was  due 
usually  to  a combination  of  gains  from  local  territory,  the  sub- 
treasury, and  foreign  countries,  and  that  in  December,  in  the 
winter  rise,  was  due  to  losses  to  the  subtreasury,  frequently  sup- 

i . . . 

plemented  by  losses  to  local  territory  and  to  foreign  countries. 

The  fact  that  the  movements  of  the  surplus  reserves,  as 
revealed  by  weekly  and  monthly  averages,  did  not  follow  those 
of  the  total  money  holdings  in  1 1 5 of  the  571  weeks  and  in  18 
of  the  132  months  of  the  period,  and  that,  as  revealed  also  by 
weekly  and  monthly  averages,  the  rates  did  not  respond  to  the 
surplus  reserves  in  a fairly  large  percentage  of  the  weeks  and 
months  investigated,  indicates  the  presence  in  the  money  market 
of  influences  other  than  those  connected  with  the  movements  of 
the  total  money  holdings  of  the  banks.  A partial  measure  of  the 
importance  of  these  influences  is  indicated  by  a comparison  of  the 
relative  magnitudes  of  rates  and  surplus  reserves  at  different 
times.  Table  IV  shows  the  results  of  such  a comparison  of  the 
annual  averages.  It  will  be  observed  that  the  amount  of  the  rise 
or  fall  of  the  rates  caused  by  a change  of  a million  dollars  in  the 
surplus  reserves  has  varied  greatly  at  different  times  and  at  the 
same  time  between  the  different  rates.  Omitting  the  cases  in 
which  the  change  in  the  rate  averages  was  in  a direction  opposite 
to  the  one  warranted  by  the  surplus  reserves,  in  the  case  of  the 
call  rate  the  variation  was  between  0.04  per  cent,  in  1898  and  1 
per  cent,  in  1903;  in  that  of  the  60-day  time  rate  between  0.05 
per  cent,  in  1905  and  0.8  per  cent,  in  1906,  and  in  that  of  the 
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Table  Showing  Relation  Between  the  Magnitudes  of  Changes  in  the  Surplus  Reserves  and  the  Rates 
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commercial-paper  rate  between  0.005  per  cent,  in  1905  and  0.55 
per  cent,  in  1900.  The  widest  difference  in  the  effect  on  the  differ- 
ent rates  was  in  1903,  when  it  was  1 per  cent,  in  the  case  of  the 
call  rate,  and  2 per  cent,  in  that  of  the  60-day  time  rate. 

The  degree  of  sensitiveness  of  the  rates  to  changes  in  the 
surplus  reserves  might  be  expected  to  have  some  connection  with 
the  absolute  height  of  the  latter,  being  greatest  when  they  are 
relatively  low,  and  vice  versa.  In  general  this  seems  to  be  the 
case  with  the  call  and  time  rates.  In  1902,  1903,  and  1906,  when 
the  average  reserves  were  low,  the  effect  of  changes,  as  indicated 
above,  was  relatively  great,  and  in  1897,  1898,  and  1904,  when 
they  were  high,  the  effect  was  much  less.  To  this  rule,  how- 
ever, 1905  is  a marked  exception,  the  surplus  reserves  that  year 
averaging  very  nearly  the  same  as  in  1902,  while  the  effect  of  a 
change  of  a million  dollars  on  the  call  rate  in  the  latter  year  was 
0.35  per  cent,  and  in  the  former  0.15  per  cent.,  and  on  the  time 
rate  0.3  per  cent,  and  0.05  per  cent,  respectively.  Furthermore, 
at  all  stages  of  height  of  the  surplus  reserves  the  figures  repre- 
senting their  effect  upon  the  rates  are  sufficiently  different  to 
indicate  a wide  field  for  the  operation  of  other  influences.  The 
commercial-paper  rate  does  not  seem  to  be  sensitive  to  the  magni- 
tude of  the  surplus  reserves  in  the  same  degree  as  the  others.  In 
1906,  when  the  average  surplus  reserves  were  the  lowest  of  the 
period,  the  effect  of  a million  dollar  change  upon  this  rate  was 
relatively  great,  but  in  1902  and  1903,  when  the  average  surplus 
reserves  were  low,  the  effect  per  million  dollars  of  change  was  not 
so  great  as  in  other  years  when  the  surplus  reserves  were  much 
higher. 

Another  indication  of  the  importance  of  the  influences  now 
under  consideration  is  furnished  by  Table  V,  which  shows  the 
rates  at  the  dates  when  the  reserves  were  below  the  legal  require- 
ment and  when  they  were  less  than  two  million  dollars  above  it. 
According  to  the  first  part  of  the  table,  in  weeks  during  which 
the  average  reserves  have  been  below  the  legal  requirement  the 
call-rate  average  has  been  as  low  as  7 per  cent,  and  as  high  as  20 
per  cent.,  the  60-day  time-rate  average  as  low  as  5 per  cent,  and 
as  high  as  Sj/2  per  cent.,  and  the  commercial-paper  rate  average 
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as  low  as  5 per  cent,  and  as  high  as  6 per  cent.  The  second  table 
indicates  call-rate  averages  varying  from  4 per  cent,  to  25  per 
cent.,  when  the  average  surplus  reserves  were  near  zero,  time-rate 
averages  varying  from  5 y2  to  7E2  per  cent.,  and  commercial- 
paper  rate  averages  varying  from  4%  per  cent,  to  6 per  cent. 

TABLE  V 


Rates  when  Surplus  Reserves  Were  Zero,  Rates  when  Surplus  Reserves  Were 

Total  Reserves  Being  Less  than  Very  Close  to  Zero 

25  Per  Cent,  of  Deposits 


Date 

CaU 

Loans 

60-Day 

Time 

Com’l 

Paper 

Am’t  of 
Defic. 
Mill’s  $ 

Date 

Call 

Loans 

60-Day 

Time 

Com’l 

Paper 

Am’t  of 
Sur.Res. 
Mill’s  $ 

1899 

1899 

Nov.  3 

IO 

Si 

5 

Sept.  15 

6 

Si 

4f 

•3 

Nov.  10 

9 

6 

5 

Oct.  6 

12 

6 

Si 

.6 

Nov.  17 

7 

Si 

Oct.  13 

7 

— 

Si 

1 . 2 

1902 

1902 

Sept.  19 

10 

— 

*Si 

i .6 

Sept.  12 

8 

6 

Si 

•7 

1 90s 

Oct.  3 

14 

— ■ 

*6 

1.8 

Nov.  10 

8 

6 

5 

2.4 

Oct.  10 

11 

— 

*6 

i-5 

Dec.  8 

10 

7 

Si 

1.2 

1903 

1906 

Mar.  6 

4i 

Si 

S 

•7 

Apr.  6 

15 

5 

si 

2.6 

Mar.  13 

si 

6 

— 

1 .0 

Sept.  7 

20 

7i 

6 

6.6 

1906 

Nov.  9 

8 

7 

6 

i-5 

Jan.  5 

25 

6 

s 

.6 

Dec.  8 

18 

8 

6 

6.7 

Nov.  30 

6 

7i 

6 

1.4 

Dec.  15 

12 

81 

6 

i-7 

* Nom. 


A complete  analysis  of  the  influences,  the  presence  and  im- 
portance of  which  are  revealed  by  these  figures,  is  beyond  the 
scope  of  this  paper.  A few  of  them  only  will  be  indicated. 

It  is  quite  impossible  by  statistical  or  other  processes  to  segre- 
gate and  measure  the  various  elements  which  together  constitute 
the  demand  for  loans.  Every  branch  of  industry,  doubtless, 
contributes  its  quota,  but  there  is  no  way  of  determining  accu- 
rately how  large  this  quota  is  or  precisely  how  it  affects  the  open 
market  rates  here  under  consideration.  In  the  case  of  one  of 
these  elements,  however,  namely,  the  stock-market  demand,  it  is 
desirable  that  we  should  approximate  a measurement  as  closely 
as  possible,  since  public  opinion  and  current  discussion  apparently 
agree  in  assigning  it  a very  great,  if  not  a dominating,  influence 
on  the  New  York  market. 
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* ' Unfortunately,  in  the  reports  of  the  Associated  Banks  loans 

are  not  classified,  and  it  is,  therefore,  impossible  to  compare 
changes  in  rates  from  week  to  week  with  changes  in  the  magni- 

* tude  of  loans  to  stock  exchange  operators.  We  may,  perhaps, 
arrive  at  similar  results,  however,  by  a round-about  process. 

The  comptroller  of  the  currency  classifies  the  loans  of  the 
national  banks  of  New  York  City  for  one  date  each  year,  and 
thus  enables  us  to  determine  approximately  what  percentages  of 
the  total  loans  of  these  banks,  on  the  average,  are  subject  to 
stock-market  conditions.  We  shall  not  do  great  violence  to  truth 
if  we  assume  that  these  figures  represent  approximately  the  state 
of  affairs  for  all  the  Associated  Banks.14  For  each  year  of  the 
period  here  under  consideration  the  percentages  of  total  loans 
belonging  to  the  two  classes  secured  by  stock-exchange  collateral 
were  as  follows : 


TABLE  VI 

Percentages  of  Total  Loans  Belonging  to  Two  Classes  Secured  by  Stock 
Exchange  Collateral  for  Each  Year  of  the  Period  1896-1906 


Date 

On  Demand 

Secured  by  Stocks,  Bonds, 
or  other  Personal  Security 

On  Time 

Secured  by  Stocks,  Bonds, 
Personal  Securities,  or 
Mortgages,  or  other 
Real  Estate  Security 

Total 

Oct. 

6,  1896 

32  per  cent. 

19  per  cent. 

51 

Oct. 

5>  1897 

35 

19 

54 

Sept. 

20,  1898 

38 

20 

58 

Sept. 

7.  1899 

42 

26 

68 

Sept. 

5>  i9°° 

44 

22 

66 

Sept. 

30,  1901 

44 

21 

65 

Sept. 

i5>  I9°2 

43 

22 

65 

Sept. 

9,  1903 

44 

17 

61 

Sept. 

6,  i9°4 

48 

18 

66 

Aug. 

25>  I9°5 

47 

19 

66 

Sept. 

4,  1906 

4i 

21 

62 

Yearly  Average 

41.6 

20.3 

62 

14  On  the  average,  about  two-thirds  of  the  national  banks  of  New  York  City 
belong  to  the  association,  and  they  constitute  about  two-thirds  of  its  total  mem- 
bership. January  1,  1906,  the  total  number  of  members  of  the  association  was 
54,  of  which  38  were  national  and  16  state  institutions.  In  1904  the  total  mem- 
bership numbered  53  banks,  of  which  36  belonged  to  the  national  and  17  to  the 
state  system.  These  proportions  have  not  varied  greatly  since  the  national 
banking  system  reached  maturity. 
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If  these  figures  represent  average  conditions  throughout  the 
period  the  percentage  of  call  loans  on  stock-exchange  collateral 
to  total  loans  is  normally  in  excess  of  40,  that  of  time  loans 
secured  in  the  same  way,  in  excess  of  20,  and  that  of  the  two 
classes  of  loans  combined,  in  excess  of  60.  It  is  probably  safe 
to  say,  therefore,  that,  on  the  demand  side,  at  least  one-half  the 
loans  of  the  New  York  City  banks  are  normally  subject  to  stock- 
market  conditions.  In  order  to  determine  how  rate  movements 
may  have  been  affected  by  changes  in  these  conditions,  a com- 
parison of  the  statistics  of  the  total  volume  of  stock  sales  with 
the  averages  of  the  call-loan  rate  has  been  made  with  the  follow- 
ing results : 

1.  In  68  of  the  132  months  the  total  value  of  the  stocks  sold 
and  the  averages  of  the  call-loan  rates  increased  and  decreased 
at  the  same  time,  while  in  64  of  the  months  they  failed  to  cor- 
respond in  their  movements ; that  is,  one  increased  while  the  other 
decreased,  or  one  remained  stationary  while  the  other  increased 
or  decreased; 

2.  In  1899,  1904,  and  1905,  the  number  of  months  in  which 
their  movements  were  the  same  and  in  which  they  were  different 
were  equal  (six  and  six);  in  1900,  1901,  1902,  and  1906,  they 
were  the  same  in  a majority  of  the  months;  and  in  1896,  1897, 
1898,  and  1903,  they  were  different  in  a majority  of  the  months; 

3.  In  every  month  except  May,  October,  and  December,  the 
number  of  years  in  which  they  were  the  same  and  in  which  they 
were  not  the  same  were  respectively  five  and  six  or  six  and  five ; 
in  May  they  were  respectively  four  and  seven,  in  October  seven 
and  four,  and  in  December  eight  and  three. 

We  may  not  assume  that  whenever  the  movement  up  or  down 
of  the  call-rate  average  corresponded  in  time  with  that  of  the 
volume  of  transactions  on  the  stock  exchange  the  latter  was  the 
cause  of  the  former.  In  46  of  the  68  months  in  which  this  was 
true  the  fluctuations  of  the  reserves  would  equally  well  have 
explained  the  movements  of  the  call  rate.  The  true  interpreta- 
tion of  these  statistics  would  seem  rather  to  be  that  the  demand 
for  loans  on  the  stock  exchange  at  all  times  constitutes  a large 
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percentage  15  of  the  total  demand,  but  that  about  half  of  the  time 
its  influence  on  rates  is  more  than  counterbalanced  by  other 
influences;  that  in  about  two-thirds  of  the  instances  in  which  the 
call  rates  move  in  the  direction  indicated  by  the  stock-market 
demand,  the  reserves  have  contributed  to  the  movement  in  at 
least  an  equal  degree ; ^and  that  only  occasionally,  according  to 
the  above  statistics  in  22  of  the  132  months,  has  this  demand 
actually  determined  the  direction  of  the  rate  movement. 

These  conclusions  are  confirmed  by  a more  detailed  study  of 
the  statistics,  especially  for  those  months  in  which  they  point  to 
the  stock-exchange  demand  as  the  determining  influence.  The 
percentage  of  change  in  the  volume  of  transactions  on  the  stock 
exchange  was  very  high  in  most  of  these  months,  in  only  six 
being  less  than  25  per  cent,  and  in  four  being  in  excess  of  100 
per  cent.  Changes  of  such  magnitude  could  hardly  fail  to 
modify  the  demand  for  loans  to  such  an  extent  as  to  change  the 
rate  unless  very  powerful  influences  were  working  in  opposition. 

In  order  to  do  complete  justice  to  the  influence  of  the  New 
York  Stock  Exchange  on  rates,  account  must  be  taken  of  the 
intensity  as  well  as  of  the  magnitude  of  the  demand  for  loans 
which  it  occasions.  Many  times  during  the  last  eleven  years, 
when  banks  have  been  obliged  to  call  their  loans,  the  needs  of 
stock  brokers  have  been  so  pressing  as  to  force  rates  to  very  great 
heights.16  These  occasions  have  usually,  though  not  always, 
been  marked  by  excessive  activity  on  the  exchange,  but  the  magni- 
tude of  the  change  in  rates  in  such  cases  was  greatly  in  excess  of 
what  the  sales  would  normally  have  produced.  The  initial  cause 
of  the  change  in  rates  in  these  cases  has  been  quite  as  often  off 
as  on  the  stock  exchange.  For  example,  the  call  of  loans  in  the 

15  It  will  not,  of  course,  do  to  assume  that  all  loans  on  stock-exchange  col- 
lateral are  made  by  operators  on  the  stock  exchange  and  that  the  funds  thus 
borrowed  are  used  in  the  purchase  of  stocks.  In  the  light  of  the  above  statis- 
tics, however,  it  is  probably  safe  to  assume  that  a large  percentage  of  such  loans 
are  so  used. 

18  The  call  rate  rose  to  127  per  cent,  on  October  29,  1896;  to  96  per  cent, 
on  November  2,  1896;  to  186  per  cent,  on  December  18,  1899;  to  7 5 per  cent, 
on  May  9,  1901  ; to  125  per  cent,  on  December  28,  1905  ; in  1906  to  60  per  cent, 
on  January  2,  to  30  per  cent,  on  April  5 and  6 ; to  40  per  cent,  on  September  5, 
and  to  45  per  cent,  on  December  31. 
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latter  part  of  October  and  the  early  part  of  November,  1896, 
was  caused  by  a money  stringency  produced  by  the  free-silver 
agitation  just  preceding  the  presidential  election  of  that  year. 
The  initial  movement  toward  high  rates  in  December,  1905,  and 
in  January,  April,  September,  and  December,  1906,  came  from 
the  supply  rather  than  the  demand  side  of  the  market.  O11  the 
other  hand,  the  initial  cause  of  the  rate  movements  in  December, 
1899,  and  May,  1901,  was  stock-market  panics.  In  all  these 
cases,  however,  the  excessive  height  of  the  rates  must  be  attrib- 
uted to  the  high  pressure  to  which  stock-market  operators  were 
subjected. 

The  element  of  risk  is  always  operative  on  the  New  York 
market  and  must  be  considered  in  the  explanation  of  rates.  It 
is  doubtless  mainly  responsible  for  the  difference  between  the 
rates  on  60-day,  double-name,  choice  commercial  paper,  and  those 
on  60-day  loans  secured  by  stock-exchange  collateral ; also  for 
the  difference  in  the  rates  on  double-name  and  single-name  com- 
mercial paper;  but  at  times  it  is  also  a factor  in  individual  and 
general  rate  movements.  Such  events  as  proposed  and  actual 
changes  in  the  standard  of  value  or  other  elements  of  the  cur- 
rency, special  financial  operations  of  the  government,  wars  and 
rumors  of  wars,  presidential  elections,  etc.,  change  the  scope  and 
magnitude  of  its  influence  and  cause  fluctuations  in  rates  not  war- 
ranted by  the  condition  of  the  reserves  or  other  influences.  The 
success  of  the  government  loan  for  the  replenishment  of  the  gold 
reserve,  in  February,  1896,  showed  itself  in  a lowering  of  the 
rates  in  the  call  and  time  markets  at  a time  when  the  surplus 
reserves  were  rapidly  falling.  The  presidential  election  in 
November  of  the  same  year,  in  which  the  question  of  the  stand- 
ard of  value  was  at  stake,  raised  rates  to  a great  height  in  the 
week  preceding  the  election  and  lowered  them  greatly  in  the 
week  following,  quite  regardless  of  the  course  of  the  surplus 
reserves,  which  in  both  weeks  would  have  warranted  movements 
exactly  contrary  to  those  which  actually  took  place.  The  presi- 
dential election  of  1900  also  affected  the  money  market.  The 
rate  on  call  loans  advanced  to  25  per  cent,  just  before  the  election, 
and  after  the  result  was  known  the  offerings  of  hoarded  money 
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were  so  great  as  to  lower  considerably  the  average  rate  for  com- 
mercial paper  for  the  week  ending  November  9,  notwithstanding 
the  fact  that  the  average  of  the  surplus  reserves  for  that  week 
was  considerably  lower  than  in  the  one  preceding.  During  the 
weeks  ending  April  16  and  23, 17  1898,  the  fluctuations  of  rates 
were  due  to  the  excitement  and  apprehension  caused  by  the  pre- 
ceding events  and  the  outbreak  of  the  Spanish  War.  Whenever 
stock-market  values  are  fluctuating  widely,  banks  not  only  de- 
mand larger  margins  and  are  more  discriminating  in  the  selec- 
tion of  collateral,  but  they  often  also  raise  rates  on  this  class  of 
loans.  Every  stock-market  flurry  of  the  last  decade  furnishes 
examples. 

Besides  the  various  influences  comprehended  under  the  terms 
supply,  demand,  and  risk,  it  is  possible  that  at  times  a monopolis- 
tic element  has  entered  the  market.  The  great  height  attained 
by  the  call  rate  in  periods  of  extreme  stringency  seems  to  point 
to  the  presence  of  this  element.  When  the  majority  of  the  banks 
have  practically  withdrawn  from  the  market,  it  is  possible  for 
the  few  individuals,  corporations,  and  financial  institutions  still 
remaining  to  resort  to  a close  approximation  to  holdup  processes, 
thus  forcing  the  rate  to  upreasonable  heights. 

A further  continuation  of  the  analysis  of  the  causes  of  rate 
movements  would  unduly  extend  this  article.  What  has  already 
been  presented  seems  adequate  support  for  the  following  state- 
ments : 

1.  Fluctuation  of  rates  on  the  New  York  market  are  wide 
and  frequent,  and  tend  to  become  more  and  more  severe. 

2.  In  a large  measure  they  are  due  to  currency  movements, 
that  to  and  from  the  interior  being  especially  important. 

3.  Some  of  these  currency  movements  occur  with  a consider- 
able degree  of  regularity  and  are,  therefore,  capable  of  being 
foreseen  and  provided  for;  others,  and  these  are  frequently  very 
important,  are  very  irregular  and  uncertain  and  therefore  can- 
not be  foreseen  and  provided  for. 

17  The  week  ending  April  1 6 the  average  for  call  loans  rose  from  to  2*A 
per  cent,  in  spite  of  an  increase  in  the  surplus  reserves,  and  the  following  week 
T both  the  time  and  commercial-paper  rates  rose,  even  though  the  surplus  reserves 

advanced  to  a considerably  higher  figure. 
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4.  The  influences  to  which  rates  are  subject  are  varied  and 
numerous.  No  single  one  can  be  regarded  as  dominant  in  the 
sense  that  at  all  times  and  normally  it  overshadows  all  the  others. 

5.  Many  of  these  influences  are  national  and  even  inter- 
national in  scope,  and  therefore  justify  the  application  to  the  New 
York  market  of  the  adjective  national,  and  warn  against  an 
apparently  widespread  belief  that  its  ups  and  downs  do  not  con- 
cern the  entire  country. 

6.  The  currency  situation  revealed  by  the  movements  out- 
lined and  illustrated  in  the  preceding  pages  calls  for  serious  con- 
sideration from  Congress  and  amply  justifies  the  persistent 
demand  for  thoroughgoing  reform. 

William  A.  Scott 

University  of  Wisconsin 


